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AUDITORS' REPORT 


To the Shareholders of 
Telstar Resources Ltd. 


We have examined the consolidated balance sheet of 
Telstar Resources” Ltd. aS@ ait) Un e350 V9 S8eeand the 
consolidated statements of earnings, deficit and changes in 
financial position for the year then ended. Our 
examination was made in accordance with generally accepted 
auditing standards and accordingly included such tests and 
other procedures as we considered necessary in the 
circumstances. 


In our opinion, these statements present fairly the 
financial DOS Ltt ongeot the company as at June 30, 1988 and 
the results of its operations and the changes in its 
financial position for the year then ended in accordance 
with generally accepted accounting principles applied ona 
basis consistent with that of the preceding year. 


Be Pe ee Se ro 


LEE 
ALE Cele 


September 11, 1988 
Calgary, Alberta DACEN TAYLOR ANDERSON 
CHARTERED ACCOUNTANTS 


TELSTAR RESOURGES LTD, 


CONSOLIDATED BALANCE SHEET 


AS AT JUNE 30, 1988 


ASSETS 


CURRENT 
Cash $ 
Term deposits 
Accounts receivable 
Prepaid expenses 


PROPERTY AND EQUSPMENT S— "Note 2 
$ 
DIABLGEEEIES 
CURRENT 
Accounts payable and accrued 
ttabplitaes $ 
DEFERRED REVENUE 
DEFERRED, ENCOMERBTAKES —- Note 1 
SHAREHOLDERS' EQUITY 
SHARESCAPLTAL = Note 3 
DEEICTS 
$ 


APPROVED ON BEHALFLCOF THE BOARD: 


Prec cor 


Director 


Cn cia 
794,356 
a eh29.5 


32, 056 


66,758 


494,838 


(ES ews) 
1,079,434 
PO a ated 


p29 7300 
78,266 


494,838 


BO 20 5 died 


aro lORgo6 


TELSTAR RESOURCES LTD. ° 
CONSOLIDATED STATEMENT OF EARNINGS 


FOR THES YEARS ENDEDe JUNE 23/079 1958 


1988 1987 
REVENUE 
Oil, gas and sulfur (net of royalties) $ 309,698 $ Toe 
Other 185,209 127,521 
pee aS OF, __ 879,655 
EXPENSES 
General and administrative 20798449 228,066 
Lease operating 152, 039 596,926 
Depletion and depreciation Dio Gen 84,744 
Interest a2 7 ae ee ee FE ONS 
= 4845281 __ 937,282 
INCOME (LOSS) BEFORE OTHER 
AND EXTRAORDINARY ITEMS AOS LG Ge 
OTHER ITEMS 
Recovery of (provision for) 
income taxes {elo a aoe) 347,083 
Gain (loss) on sale of properties - 12053 Sere 
Foreign exchange gain (loss) pes eds oO 2 fel 6R 66 
a 1,746,620 
EARNINGS (LOSS) BEFORE 
EXTRAORDINARY ITEMS ef cOIR2633) dy. 6S 8R993 
EXTRAORDINARY ITEMS 
Gain on debt settlement = 8 7 BOW 5 7/4s 
Write downe ot propemeLes [iy Jee (oe00.0 U0 0107) 
ee. “hae 3,390,743 
NET EARNINGS (LOSS) $ (Sie Oca) SSL SR) 5 1/ SHE 
EARNINGS (LOSS) PER SHARE 
Before extraordinary items $ (GOR000 ) es Oe 0) 
For the year $ GOO 00) 2S O59 


TELSTAR RESOURCES LTD. 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


FOR THE YEAR ENDED JUNE 30, 1988 


1988 
SOURCE OF WORKING CAPITAL 
Operations 
Net earnings (loss) $ Git 2 bo.) 
Items not affecting working capital 
Depletion and depreciation gra owe ad | 
Write-down.of properties Po) td we 
Funds provided from operations am 245 564 
Decrease in working capital eee Od ao 


$ 3335 2 uo 


USE OF WORKING CAPITAL 
Net additions to oil and 
gas properties $ Sor dual 
Reduction of deferred revenue liability ins S08 
Increase in working capital - 


TELSIARTRESOURCES® L107 
CONSOLIDATED STATEMENT OF DEFICIT 


FOR THE YEAR ENDED JUNE 30, 1988 


1988 
DEFICIT - Beginning of year See Lue 906 
NET EARNINGS (LOSS) FOR THE YEAR ASE 


DERGG! T ge Ceol tony ear. Sie owen LO 


$34,,9897736 


84,744 
3,000,000 


$ (806,241) 
19353838 
8,686, 883 


Semis ns OOO se 


4,989,736 


Seay clu goo 


NOTE 1 


TELSTAR RESOURCES LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


LUN Eas 05 a9 oc 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


The, consolidated’ “financia ! statements include the 
accounts of Telstar Resources itd.)"and “its "wholly 
owned subsidiary Park Lane Explorations Inc. 


Oil and gas properties are accounted for using the 
furl costs method wf waccounting, whereby all> costs 


Ole acgiimmn ge, exploring worethe develooving oi) and 
gas reserves are capitalized on a 
CcOuUntrY-DViecountry basis. No®"gain= Or )8L0Ss Peis 


recognized except in significant transactions. 


The “cost accumulated ifin”’the’ ‘cost "centers, "cCocether 
with estimated future capital costs associated with 
proven reserves, ane depleted, Bbyeachie (unitegor 
production method which is based on production and 
estimated proven PEeSserves ms. 0 fm O 1) aera n Guise as as 
determined by independent consultants. In 
calculating depletion, natural gas reserves~7 and 
production are converted to equivalent barrels of 
onl based upon the relative sales value of each 


DHeoawc eu The =cost) Yof significant investme Gena 
unevaluated properties is excluded ire the 
der letion base. 


ction equipment das recorded at COS ta aides 
Chated” Gat the rate of twenty per cent per 
on the diminishing balance basis. 


J _Venture Accounting 
S antially all exploration and production 
a Mie Ss. rare conducted JOrmely eewath others sand 
a Jdingly, the accounts reflect only the 
ny's proportionate interest in such 
1ties. 
Equipment 
Ot assets are recorded at Cost and are 
de GCiavede on thes diminishine balance, basis atthe 


my 


ywing annual rates: 


Automotive 30% 
Furniture and fixtures 20% 
Computer equipment 20% 


NOTE 1 


TELSTAR RESOURCES LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


JUNE 30, 1988 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
- Continued 


Deferred Revenue 

Deferred revenue represents amounts received in 
respectan on tLakeam@ Or i pav econ tracts: Such amounts 
have been deferred pending ultimate gas delivery or 
expir auionpotethescontractualydelivery period. 


income Taxes 

Diemeiicerperwod~etatmaltocatLOonmaDas! saOtmaccounting? 
is used with respect to all differences between the 
time when costs and revenues are recognized for tax 
purposes and when they are recorded in the 
Consolidated Statement of Loss. 


Current assets and current i etlen Ihe hes are 
translated from United States to Canadian dollars 
at the wearaspend exchangeyrate. Other assets and 


HVranwr uti es” Baie foranstatvedmeam Bhistormiical rates. 
Revenues and expense items are translated using 
average rates of exchange prevailing throughout the 
year, except for depreciation and depletion which 
ane trans laved@wau histori caller ates: 


TELSTAR RESOURCES LTD. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


JUNE 30, 


NOTE 2 - PROPERTY AND EQUIPMENT 
Coow orc 
Realizable 
eave Ue ee 
CANADA 


Petroleum and 
natural gas 
properties 
including 
exploration and 
development 
costs Slee Lo 4 


Produecilonee quit pr 


ment fel aero lS 
Other equipment aur 002 
1,590,059 
UNITED STATES 
Petroleum and 
natural gas 
properties 
including 
exploration 
and develop- 
ment costs 4 ila, OOGE 
Production 
equipment 456,756 
Sy Wa Rasy 


1988 


Accumulated 
Depletion 
Depreciation 
and Net 
Amortization Investment 


Sent lla? 0.4m SeeS ame 4 Or Vio 
80,174 ohh galas 
_135,480 ~- 25,522 
~ 927,361 Eo Oe OOS 
1,460,880 Lpel 5 dete 
eee 0 22S: _ 131,260 
INS Oar 6 pe Sou enG 


Net 
Investment 


$ 342,531 


16964 


1, 206 3207 


NOTE 3 


NOTE 4 


TELSTAR RESOURCES LTD. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


JUNE 30,4) 1938 


SHARE CAPITAL 


Number of 


_Shares Consideration 
Authorized: 
20,000,000 common shares 
with no par value 
Issued: 
Balance - June 30, 1988 SF, 008 014 Suede G2 srelice 


Escrow Shares 


Ate PNeCnms U2 ho Osh ie 1) SOOO OLethe assued shares were hel dyin 
escnow “by ~the* Alberta” Securities] ‘Conmission. These shares 
will be released as the Commission determines that the 
underlying asset value is equal to $3.50 per share. 


REMUNERATION OF DIRECTORS AND SENIOR OFFICERS 


The SdilldtlesmeOle ssSenl ore sot) CeCsu «asm detuneauans theea | bemina 
Companies Act was $74,720. Salaries vot wseniorvorrficers panud 
tT 1 Cw el OS) (ameateus Cal eee alr mIWere. 9950570008 No remuneration or 
salaries were paid to directors who were not officers of the 
company. 


NOTE 5 


TELSTAR RESOURCES LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


JUNE SO 119838 


SEGMENTED INFORMATION 


The company operates as an = O14 and gas exploration and 
production company. The following information relates to the 
company's operations in Canada and the United States. 


1988 1987 
REVENUE 
Canada $ PAINE 5 toe) I OS BOO 4 . OT 
United States __281,016 _(is2e34a9 
wee 9.459 OFF 2,465,426 
OPERATING PROFIT 
Canada 160,603 PA al Sites. ENON TL 
United States oye 7 wade _ (414,845) 
__ 218,045 1,783,756 
INTEREST Peed OT hime Ae eee facia FS 
GENERAL AND ADMINISTRATIVE EXPENSES 207,419 __ 228,066 
RECOVERY OF (PROVISION FOR) 

INCOME TAXES b _(8S)4aa)) 2) 3a 
FOREIGN EXCHANGE (LOSS) ie de O52 _ 1260765 
EXTRAORDINARY ITEMS A ees 33004 
NET EARNINGS: (€LOSS:) $ (al, BSS) $ 4989 47-316 
POE Nahe A Bien Aso eins 

Canada $ 1,486,046 S$ 1 S58 S555 

United States 1,417,508 1,425,063 


TOTAL ASSETS S$ 2,903):554 > 3, 0143623 


